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SUBJECT: EDRC REVIEW OF ICELANDIC ECONOMY, APRIL 26 
REF: EDR(73)7 

1. SUMMARY: REVIEW ICELANDIC ECONOMY FOCUSES ON TASK 
SLOWING DOWN INFLATIONARY MOMENTUM AND REDUCING BALANCE 
PAYMENTS DEFICITS. END SUMMARY. 

2. EDRC DRAFT SURVEY ICELAND NOTES ECONOMY HAS BEEN 
OPERATING CLOSE TO FULL CAPACITY SINCE EARLY 1971. 

DECLINE IN RATE GROWTH REAL GNP FRM 9.5 TO 6 PER CENT 
BETWEEN 1971 AND 1972 REFLECTED GENERAL SUPPLY CON- 
STRAINTS AND CONTINUED FALL IN FISH CATCH. SLOWDOWN 
IN GROWTH HAS BEEN ACCOMPANIED BY REACCELERATION IN- 
FLATION AND RE- EMERGENCE SUBSTANTIAL CURRENT ACCOUNT 
DEFICITS. IN RESPONSE KRONA HAS BEEN DEVALUED. OUTLOOK 
FOR 1973 IS FOR FURTHER MARKED SLOWDOWN IN GROWTH, 
ACCELERATION OF INFLATION, AND CURRENT ACCOUNT DEFICIT 
TO RISE SHARPLY, ALTHOUGH SOME STRENGTHENING UNDER - 
LYING BALANCE PAYMENTS IS IMPLIED. 
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EM SURVEY RECOGNIZES GOVERNMENT' S STABILIZATION TASK 
DIFEICULT AND GREATLY COMPLICATED BY VESTMANNAEYJAR 
VOLCANIC ERUPTION, " A MAJOR DISASTER FOR THE ICELANDIC 
ECONOMY". SURVEY CONCLUDES MAINTENANCE PRESENT RE- 
STRICTIVE STANCE DEMAND MANAGEMENT AND ADEQUATE OPERATION 
PRICE EQUALIZATION FUND FOR FISHING INDUSTRY WOULD 
SEEM CONSTITUTE NECESSARY CONDITION FOR HALTING TENDENCY 
TOWARDS FURTHER ACCELERATION INFLATION. FISCAL REFORM 
19 72 HAS ENHANCED TAX RAISING POWERS OF GOVERNMENT AND 
LAST YEAR' S EFEORT AVOID EXCESSIVE SEASONAL CREATION 
LIQUIDITY IN PUBLIC SECTOR FINANCING SHOULD BE CONTINUED. 

SCOPE FOR DIRECT INFLUENCE ON WAGES AND PRICES SEEMS 
LIMITED. CONSOLIDATION BANKING SECTOR INTO LARGER AND 
MORE VIABLE UNITS COULD EASE TASK MONETARY POLICY 
BY ALLOWING GREATER USE RESERVE DEPOSIT RATIOS. TIGHTER 
CONTROL NEEDED OVER BORROWING OPERATIONS INVESTMENT 
CREDIT EUNDS AND OVER LENDING ACTIVITIES PENSION FUNDS. 

4. MISSION INTENDS SUPPORT GENERAL LINE AND CONCLUSIONS 
DRAFT SURVEY AT APRIL 26 MEETING UNLESS OTHERWISE ADVISED 
BY WASHINGTON. COMMENTS AND ATTENDANCE EROM EMBASSY 
REYKJAVIK WELCOMED. COPIES SURVEY ( REFDOC) WERE AIR 
POUCHED WASHINGTON AND REYKJAVIK APRIL 13. 
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